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IHE DMPORTANCE OF IRANIAN AND MIDDLE EAST OIL
10 WESTERN EUROPE UNDER PEACETTME CONDITIONS

I, The Problem:
To setimate the importance of {a) Iranian oil production and (b) total Middle
East o1l preduction to Western Burope in time of peaes.

II. Asswmptiong:
That sccess to (a) Irenian oil produciion, and (b) total Middle East oil pro-
duction is denied to the Western Powers by mweans other than war.

IIT. Disgussion: (See Eaclosure A.)

IV, Tableg: (Ses Enclosure B.)

V. Conclusiong:
1. The emount of crude oil and refined products now exported from Iran could

ba derived from other areas by small inereases in crude producticn end by fuller use
of avallabie refining eapacity. At the rates of consumption and levels of prices
prevailing at the end of 1950, the extra anmual dollar charge to Eurcpe of procuring
this amount of oil alsevhere would be about $700,000,000. *

2. Loss of Iranian ¢il production and of the refinery st Abadan would tempo-
rarily have sn adverse effect upon Western Eurcpean sconomic activity, and would im-
pose severe financlal losses particulsrly upon the British, who contrcl a1l the oil
production of the country. Although the effect of the loss of Iran on the valume
of petroleunm which could be made available to Western Eurcpe might be overcome in a
relatively short tims by developing reserves and bullding refineries clsswhere, the
financlel offects would be overcams slouly, if at ell.

This paper has been prepared in response to a requast from the Senlor Staff of
tha Nationsl Security Council.

#Mpures in this paper repregenting estimates of extra anmual dollar costs and
of the extent of oil shortages which would result from a loss of Iraniasn or Middle
Eagtern oil ere indieative rather than exact. They wlll hold true as given only as
long as oil prices stey at the levels of late 1950, and oil production and con-
sumption continue at the rates currently estimated for the fisecal year 1950-51. The
general effect of the rearmsment programs in the US and in Western Europe will pre-
sumably be to raise the consumption of oil, and probably also to raise lts price.
Thase faetors would terd to make the oill of the Middle East more important to the
wogtern economies, and to cause its loss to be even more severely felt than is indi-
cated by the figures elted in this paper.
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3. If e}l Middle East oll productlon were to be lost, a cutback of about 10
pereent in the total oil consumption of the non-Soviet world would have to bs im-
pogad, even zfter a maximm practicahle inerease of production frem other sources.
This would esll for substantial rationing in the United States as well ss elsevwhers.
International allocation would be required. At the price level of late 1950 a net
inarease in dollar requirements of fram § to §l.2 billion would occur if Western
Burope, after a cutback of 10 percent in ite consumption, were to procure from al-
tarnative sources an amount of oll sufficient to make up for the loss 91' Middle
Bagt imports.

4. It is estimated that if a cutback of 10 percent from present levels of
oil consumption wore imposed on Western Burcpe, it would permlt maintenance of in-
duatrial production at epproximately the levels of late 1950, and of transperia-
tion at the extreme minlmum necessary for that purpose. No appreclable expansion
of indusiry, whether for normsl economic development or for rearmament, would be
possible. Raticning even to reduce consumption by 10 percent would present great
difficulties in time of peace.

5. No way com be foreseen at present by which a satisfactory adjustment,
over a longer period of time, could be made to the total loass of Middle East oil,
unless new reserves are proved slsewhers, or new sources of emergy developed.
Western Burcope therefore would not be able to compensate for the losas of lMiddie
East oil seve by profound changes in its currently plammed economic structure.

AESsmim
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ENCLOSURE A
DISCUSSION
1. Total petroleum requirements of Western Eurcps {including the UK) for the
fiscal year 1950-51 are estimated at 66 million metric tons, of which 42.5 million
will be imported as crude and 20 million as; rofined products; the remaining 3.5 mil-
iion tons will be derived from indigsnous sources. Of the total import requirements,
43.8 million metric tons, representing 70 percent, will come from the Middle East.
In addition, international bunkers of 6 million tons and US military supplies aggre-
gating approximately 2.% million metric tons will be 1lifted in the Middie Fast srea.
2. 0Of ths {total regalrements of Westorn Europe, it iz estimated thet Iran
alone will supply the followings

Milljong of lbtric Tons

Percent of WE Reguirements

~
156

Refined Produgts

4.3 {including British Mlitary) 31

3. It is estimated likewise that of total Western Buropean requirements. the
eptire Middle East area vill supply the following:

Millions of Meiric Tons

Percent of WE Bequirsments

Crude C1l
38 90

Hefined Products

3.3 40
Bungers
I3 100
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Logs of Iranian Production

4. If Iranlan oil should cease to be available, the seven million metric tons
uf crude o1l by which Western Burope would thereby fall short {according to the
195051 estimates) could be more than made up by increasing the output of British
companies operating elsevhere in the world. Indeed it could all be replaced, at
some additional dollar cost, from the other producing areas of the Middle East. Re-
placement far the balance of Iran's crude oil output (that processed at Abadan)
sould also be bbt.ained cutside the Sovlet sphere by releasing shut-in production and
by more rapid drilling of known reserves.

4. Loss of the abesdan refinery, with its capacity of 27 nillion metrie tons
per yeoar, would eall for much more difficult adjustments than would the loss of Iran~
fan crude »il output. There is unow in the non-Soviet world, outside Iran, enocugh re-
Tining capacity to process an additional amount of crude equel to that now going
through the Abadan plant. If Abadan wore lost, however, at least six months would
be required to place marginal plants in operation, to change the composition of re-
finery output, to alter tanker routings, and to complete the redistribution of crude
oil among the other refineries. 7

6. To acquire from other sources the amounts of crude oil and refined products
vhich Western Europe now imports in one year from Iran would involve an extra dollar
expenditure of about 700,000,000, assuming the level of prices remained the same as

that prevailing at the end cf 1950,

7. Loss of Iranian oil production and of the refinery at Abadsn would tom—
porarily have an adverse efféct upon Wostern Buropean sconomic activity, and would
impose severe financial losses particularly upon the British, who control all the
oil production in the country. Although the effsct of ﬁhe loss of Iran upon the
volume of petroleum which could be made availahle to Western Eureps might be over~
come in a relatively short time by developing reserves end twilding refineries
elgevhore, the financlal effecte would be overcome slowly, if at all.
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Loss of g1l Middls Eash 031

8. The loss of ell Middle East oil production would reduce the cm‘rent. supply
of ¢rude oil in the non-Soviet world by about 93 million metriec tons per year, By
increasing production to the greatest degree feasible in areas atill accessible, this
shortage could be reduced to about 53 million metric tons, vhich is equivalent to
about 10 percent of estimated 1950-51 total oll consumption in the non-Soviet world.
Sufficient refining capacity would be available to process the reduced total supply
of crude, tut the problems of readjustment and allocation mentioned in paragraph 5
above would, of course, be greater, and the time required to earry them out would be
longer.

9. The maximum cutback in Western Buropean oil consumption which would still
permit maintenance of industrial production at approximately the lsvels of late 1950,
and of transportation at the extreme minimum necessary for that purpose, is esti-
mated to be about 10 percent. Such a cutback would permit no apprsciable expansion
of industry, vhether for normal economic development or for purposes of rearmament,
and it would cover only about 6.6 mﬂlién metric tons out of the total deficiency of
53 million. Hence it is clear that even if Western Burope were restricted to less
than 90 percent of its estimated 1950-51 consumption, the loss of a1l Middle Bast
oll would make substantial rationing necessery in the United States. Despite the
fact that the US is virtudily sgelf-sufficient in oil production, it would have to
cut its consumptlon by at least 10 percent. International allocation would immedi-
ately become nocessary.

10. At the price level of late 1950 a net increase in doller requirements of
from 1 to $.2 billlion would occur if Western Burope, after s cutback of 10 percent
in its consumpiion, were to procure from alternative gources an amount of oil suf-
ficient to make up for the loss of Hiddle East imports.

11. No way can be faressen at present by which a satisfactory adjustment, over
a longer period of time, could be made to the total loss of Middle East oil, unless
new reserves eres proved elsowherse, or new sources of energy developed. Though ths
¥iddle East now contributes only 18.4 percont of total non-Soviet production, it

containa 44.4 percent of proved reserves outside the Soviet orbit. A very large pro-
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portion of the presently contemplated inerease in non-Soviet oil supply is expected
to come from the Middle East. VWestern Burope, therefors, would not be able to com-
pensate for the loss of Middle Hast oil save by profound changss in its currently

25X6A plarned economic strueture.

SECRET
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SHOLOSURE B

TABLE 1A

SIPIMATED RMPORTS OF CRUDE OIL AND REFINED

.. PRODUCTS TNIQ OEEC COUNTRILS 1950-51

From
£2000 HL/Y
Cruds Produata Total
fastern Hewdephers Grude Frodugts Total Lercont Porgeat — Fureend
Middle East 38,065 2,320 46,386 89.69 41.39 7416
{(Includes US wdd Lteary)
Cthes LTI 00 100 — 26
To*al 38,065 8,420 46,486 89.69 41,89 74,32
Wegtern Hermigphere
Usa 150 1,850 2,000 .35 9.20 3.20
Zaribbean 44067 9,604 13,671 9.58 L1.77 a.86
{ther 160 230 390 e 1.4 262
4,377 11,684 16,061 10.71 58,11 25.68
GHAND TOTAL 42,542 20,105 62,547 100.00 100.00 100.00
TABLE 1B
ESTIMATED INTERNATIONAL BUNKE. LIFTINGS (haFINsD
PLODUCTS) IN THE PihSIAN GULF AREA
1950 - 1951
1,000 MT/Y Pargent
From Iran 4,000 66,67
From dther Middle &Zast 2,000 33.33
Total 6,000 100.00
SECKET
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TABLE IX

1950-1951
25X6A
. SRR
Eastern Hemisphere
tlddie East
Trag 170,445 23.7
Fuwait 753,424, 50.0
Saudi Arabia 1,232,877 100,
Iran — —
Dahrein —~— ——
Total 2,156,746 -
fast Indles Islands 62,172  31.3
OFEEG Countries 5,824 20.0
Total 68,006 —
I5xBR
Carribbean Ezxporting
freas ~388,865 GL.5
Total 4,602,427 ——
Other o o
TOTAL WORLD

SECRET

CONTROL OF WORLD CRUDE RESERVES

3

100000 % 155 v
Fotal
170,445  23.7  T9,178 7.2
— — 1,506,849 15.1
— — 1,232,877 12.3
— - 958,904 9.6
- - - ) S
170,445  23.7  4ad39,725  4id
— — 198,475 2.0
A6.004 35.0 2917 .3
16,004  — 227,802 -
3,731 0.4 1:445,309 14.5
122,219 — 5,275,309 -
— L4 45,136 -5
9,987,972
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OWITERSHIP OF VOTLD CRUDE PRODLCTION

Areca

Urited States
1000 MT Perecent

Epstorn Hemisphere
Middle Eect

Othex
1000 MT Percent

Total
1000 MT Percent oi
Yorld Tote

Iraq 1,720 23.7 1,720 23.7 7,250 1.44,
Kuwait 9,500 5.0 - - 19,000 3.77
Sevdi Arabic 29,750 100.0 - - 20,750 5.91
Iran - - - - 35,000 6.95
“atar 476 23.8 L76 23.8 2,000 40
Bahirein - - - - 1,500 20
Total L3446 2,106 94,500 18.77
Ezst Indies Islends 3,350 31.3 - - 10,700 2.13
OBEC Countries L..h38 20,0 _1,563 55.0 2,782 .55

Total 3,888 1,563 13,482

%L%.@Xﬁé@a
Carribbern ixporting

Arvess 55,055  61.5 327 0.4 _8C.490  17.77

Totel 343,805 10,327 382,240
Other - - - 1.4 7,110 1.41

Total World 503,332

CUNTCRSHIP (F ACITY
Urited States Other Total

bren 1000 MT Poreent 1000 MT Percent 1000 T Percent of

World Tots

Bestern Hemjcphere

Best

- - - - 800 .02
Kuwait 625 50.00 - - 1,250 .25
Seudi Arabia 6,500 100.00 - - 6,500 1.30
Abrden - - - - 27,500 5.52
Tripold 142 23.75 173 28.75 600 .01
Pehrein __ 8,000 100.00 - - 8,000 1.61

Totol 15,267 173 44,650
Bast Indies Islends 3,200 31.68 ~ - 10,100 2.03

28XBA & Erst Asia - - - - 2,
141 L. - hd - - PL .

OFEC Countries ———— w —— - ’:2 8,62

3,200 - 61,129

Western Hemlsphere

O5X6A _ United Stotes - - - 300,000 60,20

15,500  100.00 15,500 3.11
8,350 100.00 8,350 1.68

arribbecn Lxporting Areas

Colombina 1,420 100.00 - - 1,420 .28
Venesvela 7,007 57.2 - - 12,250 2.6
T'ayu. 1452 26.8 24, 1.6 1,500 .30
det sror - - - - A0 oo
Yeinlied « - - - 4,750 5
hevlends U lodles 21,000 53 4 e -« 39,300 7.80
Totnl 30,870 23.874 383,300
Uther Letin Merles |~ - - 0,250 1.26
Totoel 30,87 23,874 392,550
Total World 498,32¢
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TABLE ¥
0SS Or IRANIAN OIL

(Md11ions of Units)

1. Production - physical quantities (1950-51)

a. Crude 35 MI/Y (wetric tons per yesr)
b, Refined 25 I/

2. Loss of erude imports from Iran by estern Europs 7.5 MI/Y

3. Dollar element of cost in replaced crude w55
4. Loss of refined produets imported from Iran Westarn BEurope and
Sterling Area 25 MY,
5. Amrual dollar cost of replacing refined (Item 4)
165775
6. OGross dollar cost of replacing crude and refined (Items 3 and 5)
w820-830

7. Dillar savings - equipment and services 310-120

8. dstimated net dollar cost anmually (Item 6 minus Item 7)
) w710
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TABLE VI

LOSS OF ALL MIDDLE EAST OIL

(Millions of Units)

1. FProduction - physical quantities (1950-51)

a. Crude WUl MY

b. Refined AT VT/Y
2, loss of crude imports from I#dddle East by Western Europe 43.5 M14
3. Dollar element in replaced erude $800

4. Loss of refined produets imported from iiddle East by Western Mrope and
Sterling Area 3¢ MI/y

5. Annual dollar cost of replacing refined (Item 4) €1200

6. Cross dollar cost of replacing crude and refined (Items 3 and 5)
#2000

7. Dollar savings - equipment and supplies, profits to Bahrien Petroleum Co.,
dollar element in goods furnisched hiddle Fast by Western urope, ets,

_ +600
8. tstimated net dollar cost annually assuming no cutback in current raquire-
ments (Item 6 minus Ttem 7) 1400
9. Ten percent cutback would save «300
SECRET
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